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The Mexican government closed the chapter on the 1980s debt crisis by announcing plans to pay
off the last of its Brady bonds more than 15 years ahead of schedule. The bonds are named after
former US Treasury Secretary Nicholas Brady, who helped Mexico and a dozen other developing
countries restructure their burdensome debts during the 1980s. The debt-renegotiation program was
also intended to shore up more than 500 creditors, many of which were US commercial banks. These
creditors faced collapse if Mexico and other countries were unable to repay their loans.
In Mexico's case, Brady and commercial banks negotiated the restructuring of more than US$48.5
billion in debts out of the country's existing debt of US$52.6 billion. During the next two decades,
Mexico gradually drew down most of the debt incurred through the Brady bonds and is scheduled
to pay its final installment of US$1.2 million on the bonds at the end of July.
With this payment, Mexico would be retiring its debt long before it comes due in 2019. "The
substitution of the Brady Bonds by debt contracted in more favorable conditions has meant
important savings in the country's foreign-debt service," the Secretaria de Hacienda y Credito
Publico said in a statement.
Mexico's debt crisis in the 1980s is widely blamed on the administrations of former Presidents Luis
Echeverria Alvarez (1970-1976) and Jose Lopez Portillo (1976-1982). The two presidents, encouraged
by the discovery of new oil reserves during the 1970s, used the country's petroleum riches as
collateral to obtain billions of dollars in loans.
A collapse in the world oil market left Mexico unable to repay those loans on schedule, which then
forced the country to default on its sovereign debt in 1982. Foreign debt accounted for only 10.6% of
Mexico's GDP when Echeverria took office in 1970. That ratio ballooned to 63.1% of GDP by the end
of the Lopez Portillo administration. The debt-to-GDP ratio continued to balloon to as high as 94.8%
during the administration of President Miguel de la Madrid (1982-1988) because of a weak economy
and peso devaluations.
By renegotiating the debts, subsequent administrations were able to reduce foreign debt
significantly. The administrations of President Vicente Fox and former President Ernesto Zedillo
(1994-2000) made special efforts to pay off loans early and to negotiate better terms for Mexico's debt
(see SourceMex, 1999-03-17 and 2003-02-26).

Favorable debt ratings allow Mexico to restructure loans
The Fox administration has succeeded in negotiating better terms for Mexico's debt because of
favorable ratings from prominent companies like Moody's and Standard and Poors, which resulted
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in at least US$1.1 billion in savings for the government (see SourceMex, 2002-02-13). Jonathan Heath,
director of the private consulting company LatinSource Mexico, said the reduction of the foreigndebt-to-GDP ratio is beneficial for the economy. "The significant reduction of debt is a necessary
condition for economic growth," said Heath, who noted that Mexico experienced its last period of
sustained growth between 1940 and 1970, when debt was very low.
While the Brady bonds helped stabilize the economy during the past quarter of a century, the
cost has been significant. Mexico had to pay US$82 billion in interest on the Brady bonds between
1990 and 2002. The early repayment is expected to save the Mexican government another US$852
million in interest over three years, said SHCP spokesperson Raul Martinez. Economist Tulio Vera,
chief of the emerging markets division at US-based Merrill Lynch, said the savings attained from
debt refinancing would allow the Fox administration to reduce interest rates and provide greater
certainty to domestic and foreign investors.

Debt repayment reduces funds for social programs
Still, critics say the debt repayments eliminate funds that could have been spent at the domestic
level for education, health, and anti-poverty programs. The Mexican government's latest figures
indicate that roughly 50% of the Mexican population lives in poverty. While this percentage is the
same as it was 20 years ago, the Mexican population has increased to 100 million from 70 million
since the early 1980s. This means that the number of Mexicans living in poverty has increased by
more than 19 million over the past two decades.
Mexico's inability to significantly reduce poverty was highlighted during a ceremony in Mexico City
marking the country's last payment of the Brady bonds. International Monetary Fund (IMF) director
Horst Kohler, who addressed participants at the ceremony, said poverty levels in Mexico were "still
too high," and he called on the government to invest in "education and human capital." And while
Mexico appears to have brought its foreign debt under control, its domestic debt remains extremely
high because of the government's decision to absorb more than US$70 billion in bad loans made by
the commercial banks following the devaluation of the peso in 1995 (see SourceMex, 1995-06- 07).
Those loans were acquired through the Fondo Bancario de Proteccion al Ahorro (FOBAPROA) and
transferred to its successor agency, the Instituto de Proteccion al Ahorro Bancario (IPAB). The early
repayment of the Brady bonds was well received in the financial community. Yeidckol Polevnsky,
president of the manufacturing-oriented Camara Nacional de la Industria de Transformacion
(CANACINTRA), said the early repayment reflects Mexico's financial stability and strengthens its
international debt ratings. "This has a strong bearing on our ability to attract foreign investment,"
said Polevnsky.
Still, the CANACINTRA official and other business leaders urged Fox to also take actions to support
the manufacturing sector and employment. Private sector sees tax reform as a priority Other privatesector analysts said the administration and Congress will have to shore up government finances
to ensure economic stability. They recommended that the two branches of government undertake
significant steps to reform the country's outdated tax system. Mexico has one of the lowest levels of
tax collection in Latin America at only 10.5% of GDP. "The early repayment of the Brady bonds does
not eliminate the strong pressures on Mexico's public finances," said an analysis published by the
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Centro de Estudios Economicos del Sector Privado (CEESP). "This problem could be resolved with
tax reforms."
Some observers warn that the tax reform must occur in the near future or Mexico could face a
budget crisis. "If we do not have a tax reform that allows the government to boost its resources
significantly...then we could see a repeat of the crisis in public finances similar to those that occurred
in 1976 or 1982," wrote financial columnist Enrique Quintana in the daily newspaper Reforma. The
inability of the administration and Congress to agree on a plan of tax reform is partly the result of
different visions on how this would occur.
The plan proposed by Fox and his center-right Partido Accion Nacional (PAN) centers on an
increase in the value-added tax (impuesto al valor agregado, IVA), which is applied at the
consumption level. This proposal is opposed by the center-left Partido de la Revolucion Democratica
(PRD) and most members of the former governing Partido Revolucionario Institucional (PRI), which
say the IVA is a regressive tax. The PRI plans to use its differences with the PAN over the IVA to
gain votes in the upcoming July 6 election. PRI leaders have prepared a television commercial that
emphasizes the recent support of PAN legislators to apply the IVA to food and medicines. "The PRI
says that the most needy members of our population do not need to pay this type of tax," said the
PRI commercial. (Sources: The Washington Post, 03/22/03; Agencia de noticias Proceso, 06/11/03;
Milenio Diario, Associated Press, The Dallas Morning News, The New York Times, Reuters,
06/12/03; El Universal, 06/11-13/03; La Cronica de Hoy, 06/12/03, 06/13/03; Notimex, 06/12/03,
06/15/03; El Financiero, 06/11-13/03, 06/16/03; Epoca, 06/16/03; Reforma, 06/12/03, 06/17/03; El Sol de
Mexico, 06/13/03, 06/16/03, 06/17/03; La Jornada, 06/12/03, 06/13/03, 06/17/03, 06/18/03)
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